Viewing Vista
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THE HOOPLA OVER the launch of Vista, Microsoft's new Windows operating system for personal computer, had been building up for months. Investors had been pumping up the stock and geeks had been downloading programs that counted the days, minutes and seconds to the magic moment. Come zero hour last Tuesday evening, the colossus of Redmond, Wash., celebrated with champagne and exotic dancers in New York's Times Square. Computer makers around the world bought into the happy party, with 18 of them, Dell, Hewlett-Packard, Lenovo and Sony included, unveiling over 100 new desktops and laptops specifically designed to work with Vista. 

On Wall Street, alas, the reaction was a big yawn. Microsoft's stock (ticker: MSFT1) was little changed for the week, closing Friday at 30.19. The problem is that most of the excitement about Vista got baked into the stock price as it surged some 40% since last summer. While there could still be some upside left, the greatest potential for a price move is on the downside. If Vista, over time, fails to meet the market's high expectations, a good chunk of last year's gains could evaporate. In other words, Vista is now Microsoft's game to lose. 

And a long game it could be: A meaningful verdict on Vista's success won't be in for months. Any upturn in PC upgrades will have to prove itself sustainable, and one of Microsoft's biggest claims about the system — that it is unusually secure — will have to hold up to persistent challenges by hackers. If they find holes, the world's view of Vista could darken quickly. Then there are the inevitable bugs in the system. The word on the Internet is that Microsoft already has a team, code named Fiji, working on the first corrective Vista Service Pack (SP1) to come out this fall. Microsoft wouldn't comment; the company's fans can only hope that service packs will be few and far between. 

Though Vista has been available to corporations since November, the votes by chief information officers are still being counted. Microsoft has talked about "encouraging early demand," and a few major companies like Citigroup have formally committed to switch over from XP by the middle of 2007. Yet companies are unlikely to be early adopters in big numbers. None have an incentive to buy new for the sake of newness and many use in-house programs that will have to be adapted to run with Vista. And like everyone else, companies may want to wait until any weaknesses are discovered and repaired. 

Little wonder that some savvy analysts aren't exactly dancing in Times Square. "Vista is an incremental step forward but, in the end, I don't think it alters PC buying habits and I don't think it spurs an upgrade cycle," says Brad Reback of CIBC. "While I feel that Microsoft management and the stock market are adopting a conservative outlook, and things could come in a bit better than generally expected, I don't think the scenario is very exciting." 

As Microsoft's first new operating system since XP, Vista was five years, hundreds of thousands of man-hours and some $6 billion in the making. The result of all this, in the opinion of most reviewers, is only a moderately better mousetrap. As the chief gadget reviewer for Barron's, I would love to offer a firmly contrarian, upbeat view. But after testing Vista for four weeks on two computers, I have no choice but to join the legions of the ambivalent. 

The look and feel of Vista is clearly different. The old hourglass icon that appeared during delays has been replaced by a gleaming, spinning blue circle. The cute names for standard folders, like "My Pictures" and "My Music," have been changed to simpler ones — "Pictures" and "Music." Overall, the desktop is stunningly good to look at, with transparent windows removing much of the old clutter. Vista's Flip 3D feature allows you to view all your open windows at the same time in a sort of fanned out view that makes navigating between them a cinch. 

Best of all, Microsoft has added a feature called Windows Sidebar, for running all sorts of mini-applications such as stock tickers, news headlines, weather forecasts and RSS readers with the latest from your favorite blog. 

BUT I FOUND VISTA TO BE NOT ALL good news. Some of my gadgets, for instance, stopped talking to my desktop. Though my wireless keyboard and mouse, backup drive, wireless router and Canon All-In-One printer worked fine, my 18-month-old backup drive and two-year-old Sony Digital Photo Printer did not. And e-mails to Sony quickly revealed that the company has no plans to issue new Vista-compatible drivers, meaning I might as well now junk the printer. 

My somewhat older laptop had trouble with Vista itself, never mind the gadgets. At a creaky 18 months old, it didn't have the power to run anything but basic Vista, and it did that in fits and starts and very slowly. Worst of all, when I tried to roll the machine back to XP, I discovered that, once you do a full upgrade, Vista cannot be uninstalled. All you can do is reformat the hard drive, lose all your data and programs and reinstall XP all over again. Seeking confirmation of this from the Microsoft Website, I discovered the company was at that point charging $245 per incident for a support call. 

Microsoft does seem to have approached the security issue forcefully. So-called core codes have been written to prevent rogue software from taking over a computer, with a new sub-program called Windows Defender in theory keeping out viruses, spyware, Trojan horses, phishing attacks and other nasty intruders. But again, there's a real downside: Vista can drive you to distraction with warnings and red alerts every time you install a new program, download a file or change your system settings. Worse, though they're as yet unproven, several technoid Websites have claimed to have discovered gaps in Vista's defenses. 

Though strictly speaking it is not part of Vista, the new Office 2007 software (which runs happily on XP machines) will for many be part of the Vista experience; they'll elect to trade up here at the same time. The fact is, the makeover from the old Word and Excel programs are much more obvious and in the end even more compelling than the change-up from XP. 

Gone are the old drop-down menus and dialog boxes. In their place is a drastically new user-interface called the ribbon that organizes features into tabs. Click on Home in Word, for example, and it reveals the ribbon with font types and sizes, the highlighting crayon, paragraph settings and different pre-set styles. Click on Insert and it replaces that ribbon with one allowing you to paste in anything from a picture to a chart or signature. Just be warned: Word saves documents in a format that isn't automatically opened by previous versions of the program, meaning colleagues who haven't upgraded may be flummoxed by your e-mail Word attachments. 

SO, HOW MIGHT ALL THIS PLAY OUT as a business for Microsoft? For the next six months and maybe longer, the main demand for Vista will come from ordinary home computer users. With 665 million versions of XP and a further 190 million older versions of Windows installed worldwide (giving Microsoft a 96% share of the market, according to Gartner Dataquest), some number of users obviously will upgrade. But probably not too many. For one thing, Vista isn't cheap — $100 for the basic upgrade, at least $250 for the Ultimate. And older PCs simply lack the horsepower to run Vista. Most Vista sales, then, will be to computer makers, who will pre-load it on their new machines. 

And that brings us to the question of whether Vista will spark the long-awaited upgrade cycle. Was last year's weakness in PC sales indicative of people waiting for Vista, and will its appeal now be enough to persuade millions of computer users to spring for a new machine? 

The world's PC makers, faced with relatively lackluster sales and fierce competition, are praying it will. To that end they have come out with new, powerful laptops and desktops, even while heavily discounting their less capable XP-based models. 

Just last week, Hewlett-Packard (HPQ2), Dell (DELL3), Gateway (GTW4), Sony (SNE5) and Toshiba (6502.Japan) all announced either new or refreshed models in support of the Vista launch. Some of the new machines cost as little as $600 and can run the basic version of the software, but most carry prices above $2,500 and include the huge hard drives and memories required to make the most of Vista. 

Dell, for one, insists that it is benefitting from Vista mania. It says that during the weekend before the launch, it registered a 20% increase in the number of visitors logging into the company's Website over the weekend before. It said it "sold tens of thousands of Vista-equipped machines." 

	The Bottom Line

	Microsoft's shares shot up 40% in the months before Vista's launch. Some bulls think Vista could deliver a further 20% gain, but the downside, at this point, looks even greater. 


While those aren't the kind of hard numbers a bull might want, enough good things are happening at Microsoft that the stock still does have its bulls. In fact, the Street sees the company's earnings jumping 38% in the first two quarters of 2007, the final half of its fiscal year, and a further 16% over the following 12 months. That leaves the stock trading at a reasonable 20.5 times earnings for the current fiscal year. 

"Yes, there certainly is potential for a backlash" if consumers and investors are disappointed by Vista, says longtime Microsoft watcher Rick Sherlund of Goldman Sachs. "But Vista excels at the sort of glitz interface that people like and, even if there is no compelling reason for upgrading, there is a reason....It's sort of like your older car works fine but you still want a new cool model. I think demand will be higher than expected, that PC sales growth will top the industry's 8%-10% expectation and Vista will be a success. My target for the stock is 36." 

Investors, however, have to weigh such views against the real threat of the stock falling every bit as much or further — to 24 or lower. You don't need an upgraded Excel program to know how that would hurt. 
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